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Introduction ©
Earnings are the most significant accounting item in a financial report. It is a key factor in determining the dividend policy, and a guideline for investment and decision-making, a core measure of a firm's performance, an effective criterion in the stock pricing and eventually an instrument utilized to make predictions (Mohammady, 2012) . Better governance is expected to ensure better performance; hence corporate governance has impacted on the performance of firms and earnings management. This relationship has recently attracted considerable attention in the financial management literature. Both in Nigeria and at international level quality financial reporting has received increasing attention from regulatory agencies and academic research (Chen et al., 2010 SEC, 2011) . This is because the presentation of credible, acceptable and reliable financial reports is the fundamental basis of decision-making in any organization (Aanu, Odianonsen & Foyeke, 2014) . Users of financial statements became worried when high-profile businesses collapsed and financial frauds were reported in renowned firms -including large companies like Enron, WorldCom, Tyco, and Global Crossing (Hwang et al., 2008; Hwang & Staley, 2005) . Responding to this corporate financial fraud, the US Congress enacted the Sarbanes-Oxley (SOX) Act in 2002 and introduced a new era of corporate governance, incorporating requirements for auditor independence, independence of a firm's audit committee, responsibility of a firm's Chief Executive Officer (CEO) and Chief Financial Officer (CFO) for the financial reports and the protection of whistle blowers. This action has made corporate governance, in both developed and developing countries, a crucial mechanism for government regulation of private and public establishments (Hwang, Long & Wang, 2010) . In Nigeria, fraudulent financial cases and corporate governance failures were equally reported, such as Cadbury Plc, National Electric Power Authority (NEPA), Nigerian Telecommunications Limited (NITEL), Nigerian Coal Corporation (NCC) and Leventis Plc. The unprecedented cases of nonperforming loans in the Nigerian banking industry that consumed banks such as International BankPlc, Oceanic Bank Plc, Bank PHB, and AfribankPlc, all led to significant review of corporate governance regulatory reforms in Nigeria and some other developing economies (Adeyemi, Dabor & Okpala, 2012; Uwuigbe, 2013) . In April 2009, for instance, Falcon Securities Limited was investigated and indicted by both the Nigerian Security Exchange (NSE) and the Economic and Financial Crime Commission (EFCC) for obtaining questionable loans from banks -to manipulate their share prices before the public.
Corporate governance refers to the process that seeks to direct and control the affairs of an organization, so as to protect the interest of all stakeholders in a balanced manner -with application of the principles of openness, integrity and accountability (Obeten, Ocheni & John, 2014) . Gabrielsen, Gramlich & Plenborg (2012) defines corporate governance as all encompassing -it concerns the manner in which corporate entities are managed and regulated, and involves accountability, trust, honesty and stewardship on the one hand and supervision, control, monitoring, oversight and ensuring quality financial reporting on the other hand.
The practice of earnings management involves altering the earnings figures reported through the use of judgmental discretions as allowed by the Generally Accepted Accounting Principles (GAAP). This serves to mislead the users into believing what is actually not true in respect of the earnings's figures to secure a favourable response (like increased demand for the firm's shares), or to influence contractual outcomes which depend on the reported earnings. From this, it is evident that the practice of earnings management can only be carried out by the managers responsible for reporting the firms earnings' figures. Also, looking at the agency theory relations -the part that explains how managers' interests are in conflict with those of the shareholders -it is clear that managers will always try to influence the contractual outcomes in their favor. This is because managers are employees of the shareholders and their performance is usually measured using the earnings they reportason this bases, they receive their rewards. However, according to (Healy & Wahlen, 1999) , if corporate governance mechanisms are effective, the interest of both the owners and controllers of firms' resources should converge. This means that governance variables should be positively related with financial performance and inversely related with the opportunistic tendencies of managers.
Provisions are typically made which in turn shield expenditure in future years when the earnings were not as good. That is, provisions are being used for earnings smoothened and the stakeholders are made to believe -by relying on the financial statements produced -that the firm is performing well. These activities are called earnings managementmanagement actions that diverge from usual business practices, which are undertaken with the primary aim of meeting certain earnings thresholds (Roychowdhury, 2006). Sanusi (2012) , among others, while providing anecdotal evidence of earnings' manipulation in the Nigerian banking sector, claimed that one of the eight reasons for the banking crisis in 2008 was "inadequate disclosure and transparency about the financial position of banks." Various terminologies have been used to describe this, including smoothing, accounts' manipulation, creative accounting, big bath accounting, and earnings management. Whatever the terminology adopted, the essence is to mislead users about the financial statements and to render financial reports unreliable in support of private gains.
In 2003, the Securities and Exchange Commission (SEC) of Nigeria set up a committee that came up with a code of best practices for public companies tagged "the code" in 2003. In 2005, the Institute of Directors of Nigeria set up a Centre for Corporate Governance to champion the cause of good corporate governance amongst its members. In 2006, the Central Bank of Nigeria (CBN) issued post-consolidation corporate governance guidelines for all banks operating in Nigeria. The CBN later revised "the code" in October 2014 to cover the key indicators such as board size, composition of the board of directors, eligibility for the chairman/CEO, equity ownership, board structure, mandatory disclosure for reporting, and a compliance report by external auditors. The Nigeria code of corporate governance is primarily aimed at ensuring that managers and investors of companies carry out their duties within a framework of accountability and transparency. This should ensure that the interests of all stakeholders are recognized and protected as much as possible. The code of best practices for public companies in Nigeria ("the code") is voluntary even though it is recommended that all Nigerian public companies must comply with the code or state the reason for non-compliance. The Nigerian Stock Exchange -in partnership with the Convention on Business Integrity (CBi) -on 3 November 2014 launched the foremost Corporate Governance Rating System (CGRS) in Nigeria. This is designed to rate the listed companies based on their corporate governance and anti-corruption culture, thereby improving the overall perception of, and trust in, the Nigerian capital market and business practices. According to Apampa (2014), the rating system is based on a holistic multistakeholder approach that uses a diverse information collection and verification approach -which relies not only on self-assessment of companies, but also on the experiences of stakeholders and experts. Companies will be rated on the basis of quality of their corporate integrity, corporate compliance, understanding of fiduciary responsibilities by directors, and corporate reputation. In the rating, corporate integrity attracts the highest weight with corporate reputation taking the least. It is envisioned to be more transparent on rating procedures and rating governance than other corporate governance indices. On its own, the Financial Reporting Council of Nigeria (FRCN) -in addition to the Act of 2011recently released an Exposure Draft on the National Code of Corporate Governance. These efforts show that deliberate attempts are being made by professional and regulatory bodies to enforce compliance. It is widely believed that the quality of financial reporting in a firm is a function of ethical corporate governance compliance in such a firm hence efforts are necessary to enforce corporate governance as a controlling mechanism leading to achieving reliability in corporate financial reporting.
There were several reasons for this study. Nigeria as the largest market in Africa by size plays significant and dominant roles in the economics and politics of the region -in the ECOWAS and the African Union. Furthermore, there is a gap in our knowledge of financial reporting practices from this part of the global economy. Improvements in our understanding of this issue are crucial for a more transparent global market, where cross-listing and cross-border activities are growing. The importance is more clearly highlighted in the case of internationalization of standards and the impact of accounting standard differences on value relevance of the information in the financial statements for different users. The level of research interest in this area directly reflects the effect that the adequacy of financial reporting quality has on decision making by the various users of the financial statements of listed firms in Nigeria. Therefore, the findings of this study are expected to have particularly positive implications in terms of coming up with policies and standards that will control manipulative accounting by regulators responsible for ensuring high quality financial reporting -such as the Financial Reporting Council of Nigeria, the Nigerian Securities and Exchange Commission and Corporate Affairs Commission, and the Central Bank of Nigeria. In addition, the financial analysts, stock market stakeholders and shareholders and management of Nigerian manufacturing firms, stand to benefit tremendously from this research. Therefore, if corporate governance works well as a controlling mechanism to prevent managerial opportunism, managers in firms with better governance should be able to use earnings management in more positive or informative ways. For firms with better governance, the effect of earnings management should be more positive (or less negative) than the firms with poorer governance.
Statement of problem
The manufacturing sector is now the major driver of the Nigerian economy. Based on the Nigeria GDP released by Renaissance Capital, the sector is growing faster than the telecommunication, oil and gas, and agricultural sectors. From 2012 to 2013, manufacturing capacity utilization (Index of the health) rose from 46.3% to 52.7%. The manufacturing sector accounted for one-third of the total growth in the economy in 2013 -rising from 14% to 22%.
In addition, the strength of the economy in any country hinges on the strength and efficiency of the financial system, which, in turn, depends on a sound and solvent banking system (Sharma & Sharma, 2009 ). To engender global economic growth and development, the banking sector needs to be trustworthy and transparent in their reporting practices (Sala-i-Martin et al., 2013). In this regard, banking-sector can then promote access to financial services needed for the stability of the financial system which is directly related to improved productivity in the economy (Ikhide, 2008 , but no prior studies have addressed the relationship between corporate governance and earnings management within these two strategic sectors in the Nigerian context. In developing countries like Nigeria, more attention is needed with respect to acknowledging and implementing corporate governance as there is a high potential for the agency problem to prevail. Many empirical studies show that firms with large shareholders tend to perform better because they have a strong incentive to closely monitor their firms, and thus they are less likely to suffer from the free-rider problem (Jensen & Meckling, 1976 ; La Porta, Lopez-de-Silanes Shleifer & Vishny, 2000).
Various researchers studied the effects of corporate governance indicators on earnings management in Nigerian. For example, Hassan & Ahmed (2012) examined corporate governance mechanismon firms' performance on 25 non-financial institutions alone. They found board composition negatively related to true performance and positively related to executive compesation; Uadiade (2012) studied earnings management on corporate governance using survey on 100 respondents in Lagos city alone. He found that audit committee members with certain level of experience would reduce the likelihood of earnings management; Fodio, Ibikunle & Oba (2013) investigated corporate governance on reported earnings quality in 25 listed insurance companies alone from 2007 to 2010. He found that BS, BI and ACS are negatively significantly associated with earnings management. Also ACI and independent external audit positively related with discretionary accruals. Dabor & Ibadin, (2013) evaluated the determinants of earnings management and evaluated its implications in18 listed banks and found ACS, Audit fee, bank asset quality, bank size were all negatively correlated with abnormal loan loss provision. Also Auditors change, bank performance, board committee and bank leverage were found to be positively correlated. Uwuigbe, Peter & Oyeniyi (2014) on their own studied the effects of corporate governance mechanism on earnings management in 40 listed companies using judgemental sampling technique. They found board size and board independence having significant negative impact on earnings management. Also CEO duality was found having significant positive impact on earnings management. The aforementioned studies were limited in scope, in their sensitivity level and contributions to Nigerian economic growth. Besides, none of the earlier study dealt comprehensively with these 2 driving sectorsbanking and manufacturing sectors. Coupled with this is the period under consideration. 2008 to 2013 recorded the highest number of corporate frauds and highest level of cry and yearning for acceptable financial reporting standards in Nigeria.Diverse compromises have been recorded in the past in listed companies leading to abuses and governance failures. Different attempts to potentially alleviate earnings management too became a serious concern after the financial scandals (e.g. Cadbury Plc and Oceanic bank) and the global financial crisis. Focusing on acceptable samples of these two major economic determinants is significant because no prior study has singled out these sensitive sectors of the economy. This study therefore intends to fill the unbridged gap between corporate governance variables and earnings management in manufacturing and banking sectors of the economy.
Objectives of the study
This study has the following objectives:
Examine the relationship between board independence and earnings management; 2. Investigate if board size significantly relates to
the level of earnings management; 3. Examine if audit committee independence is related to earnings management in Nigerianlisted firms; 4. Identify the relationship of audit committee size and earnings management; 5. Examine the relationship between ownership structure and earnings management; and 6. Identify the audit quality relationship with earnings management.
Hypotheses formulation
The study hypotheses are formulated both at general and specific levels. The general hypothesis is H 0 : Corporate governance characteristics do not have significant effect on earnings management. On the other hand, the specific hypotheses are as follows: 
Literature review
This section reviews literature on corporate governance variables and earnings management.
The firm's board has the responsibility of monitoring management to protect shareholders' interests. Therefore, the higher the level of board independence the lower the possibility the company will engage in earnings management. Prior studies have supported the belief that the independence of directors would lessen the likelihood of financial statement fraud Beasley (1996) . Board independence appears to be the most important internal governance criterion designed to act as an effective monitoring mechanism (Chandler, 1975; Beasley, 1996) . This view and continuous call that the board should predominantly comprise outside directors, is grounded from an agency perspective; the strength of the board to act as an operative monitoring device depends on its independence from management (Davidson et al., 2004 ).
Board size.
Among major responsibilities of the board of directors is to ensure that other stakeholders are provided with high quality disclosures on the financial and operating results of the entity concerned (UNCTD, 2006). While some researchers found a positive relationship between board size and earnings management, others found a negative relationship. Beasley (1996) and Dechow (1995) found that the more people on the board, the less effective supervision of managers, and the higher the possibility of earnings management.
Other studies acknowledge that board size may be related to the level of discretionary accruals. (Thomsen & Pedersen, 2000) . Large shareholders have greater incentives to monitor management, because the costs associated with monitoring management are less than the expected benefits to their large equity holdings in the firm. Higher concentration is expected to decrease management's capacity to alter accounting earnings and increase the reliability earnings. But where shareholders have a low stake in a firm, they have little or no incentive to monitor managers, because the monitoring cost will exceed the benefits of monitoring managers (Ramsay & Blair, 1993; Hart 1995) . On the other hand, concentrated equity ownership is believed to be badfor the governance of the firm since it gives the largest shareholders too much discretionary power to use firm's resources in a way that serves their interests at the expense of other shareholders. However, some studies found no significant association between concentrated ownership and earnings management ( Some authors used earnings quality, which is in turn measured using discretionary accruals as a proxy for audit quality (Balsam et al., 2003) . Carey & Simnettb (2006) used the type of audit opinion as a proxy for audit quality in examining the relationship between the length of partner tenure and the propensity for audit partners to issue a modified audit opinion. Adeniyi and Mieseigha (2013) and
Enofe & Jensen (2013) measured audit quality by the likelihood that a sampled company employs the services of any of the big 4 audit firms.
4.1.7. Earnings management. Davidson et al. (1987) in Schipper (1989) defined earnings management as "the process of taking deliberate steps within the constraints of Generally Accepted Accounting Principles (GAAP) to bring about a desired level of reported income". Healy and Wahlen (1999) state that "earnings management occurs when managers use judgment in financial reporting in structuring transactions to alter financial reports, to either mislead some stakeholders about the underlying economic performance of the company, or to influence contractual outcomes that depend on reported accounting". According to Roodposhti and Chashmi (2011) it occurs in three ways: (1) via the structuring of certain revenue and/or expense transactions; (2) via changes in accounting procedures; and/or (3) via accruals' management. While the first and the second can only be measured by researchers who have insiders information, the accruals approach can be measured externally that is from financial reports of the concerned firms. 
Research methods
Quantitative methods were employed to examine the relationships between the independent variables (ownership structure, board composition, independence of the audit committee, firm performance, firm size, and leverage) and the dependent variable (earnings management). The data were drawn from annual reports of 24 companies (12 banks and 12 manufacturing companies) listed on the Nigerian Securities Exchange (NSE). Although the NSE has 221 companies (63 represents the study population) with 24 banks and 39 manufacturing firms, only 24 companies altogether have the complete data needed to compute accounting accruals over the six-year period. The data were for the period from year 2008 to the end of 2013. The design was chosen because the population is small and the use of panel data increases the number of observations -thus allowing meaningful statistical analysis. In order to calculate values of variables to test the hypotheses, directors' report, profit and loss accounts were all read. Financial and accounting data were sourced from individual company websites, and where not availablehard copies of reports were obtained from the NSE library.
Dependent variable.
This study used the accounting accruals' approach to measure earnings management (the dependent variables). The accounting accruals approach requires that total accruals be decomposed into discretionary and nondiscretionary accruals. While non-discretionary accruals are not susceptible to manipulations by managers, discretionary accruals on the other hand, offer them opportunities to creatively fiddle with earnings when preparing financial statements using the windows of accounting policy choices and accounting estimates (Healy, 2001) . Discretionary accruals were used extensively to demonstrate that managers transfer their accounting earnings from one period to another. Pincus and Rego (2002) , amongst others, concluded that the modified Jones model was the best for estimating earnings management. Firms were considered to have engaged in income increasing (decreasing) discretionary accruals if they had positive (negative) estimated discretionary accruals. Total accruals is defined as the difference between Net Income, which is the earnings before taxation and extraordinary item and cash flow from operating activities (OCF):
(1)
where TACC it is the total accruals (NI -OCF), ∆REV is change in revenue, ∆ REC is change in receivables, PPE it is property, plant and equipment, and µ it is the residual. A it-1 -total assets in prior years; α t , α 1i , α 2i are estimated coefficients.
Following Teoh, Welch, and Wong (1998) and Jones (1991) -to control for heteroscedasticity, all naira-denominated independent variables were scaled by prior years' total assets. Change in revenue is included to control for economic circumstances of each firm in the sample, while gross plant, property and equipment were included to control for the total proportion of accruals relating to non-discretionary expenses. It is worth noting that discretionary accruals are obtained by taking the error term (µ it ) in equation (2) and (3). Consistent with You et al. (2003) the larger the value of the discretionary accruals, the higher the presence of earnings manipulation and vice-versa.
Independent variables.
For the purpose of this study, corporate governance (the independent variables) is proxied by board size, board independence, audit committee independence, audit committee size, and audit quality.
Operationally, board size (BS) is measured as the total number of directors on the board; board independence (BI) is measured as the proportion of non-executive directors to total directors; audit committee independence (ACI) is measured as the proportion of non-executive audit committee members to the total number of audit committee members; audit committee size (ACS) is measured as the total number of audit committee members; audit quality (AQ) is measured by the engagement of the big 4 audit firms. A firm is assigned "1" if it engaged any of the big 4 and assigned 0 if it did not engage them; ownership structure (OS) is measured by the proportion of shares owed by the five largest shareholders to total shareholdings.
It should be noted that the binary regression methodology used for audit quality is based on fundamental justification: (1) assumed occurrence is binary in nature, and restricted to '1' (firms using the big 4-KPMG, Pricewaterhouse Coopers, Ernst & Young and Akintola Williams & Deloitte LLP) and '0' (firms not using them), (2) binary regression is based on the use of the maximum likelihood estimator (MLE) and does not assume linearity, normality, homoscedasticity, and hence less stringent assumptions (Greene, 2003; Omoye & Eriki, 2014).
Control variables.
Prior studies revealed that many variables might impact the process of governance and the quality of earnings. Different researchers examined these control variables: leverage, size, and firm's growth. Control variables are used to control the causal relationship in a model, in order to get a more complete empirical model (Sanjaya et al., 2012) . According to Smith and Watts (1992) executive discretion is stronger for high growth companies which invariably will make such companies choose a mechanism that will guard against the probable agency crisis, by adopting suitable and adequate corporate policies (Gaver & Gaver, 1993) .
Executives of highly leveraged companies have the inducement to indulge in income-boosting earnings management, to evade debt covenants (De Fond & Jiambalo, 1994). In the same vein, Baxter (2007) observed that companies that are highly leveraged stand the risk of debt covenant constraints and therefore are more likely to manipulate their earnings. Firm growth, leverage and size are used in most studies on earnings management and corporate governance to control factors -hence they are included in this study (Hassan & Ahmed, 2012; Waweru et al., 2013) . Leaning on these positions, this study employed leverage and size as control variables. Operationally, firm size is measured by the natural logarithm of total asset while leverage is measured as ratio of non-current liabilities to shareholders' equity.
Model specifications.
The study regression models are as specified below:
Where α 0 , β 0 , λ 0 , γ 0 , φ 0 , Ф 0 and ρ 0 are intercepts, while α 1 , α 2 , α 3 , β 1 , β 2 , β 3 , λ 1 , λ 2 , λ 3 , γ 1 , γ 2 , γ 3 , φ 1 , φ 2 , φ 3 , Ф 1 , Ф 2 , Ф 3 , ρ 1 , ρ 2 , ρ 3 , ρ 4 , ρ 5 , ρ 6 , ρ 7 and ρ 8 are estimated coefficients of the independent variables.
Results and findings

Hypothesis one: Board independence is not significantly related to the level of earnings management.
The results in table I show clearly that the fixedeffect approach to panel-data analysis is appropriate, as compared to the random-effect approach. This decision is predicated on the fact that the asymptotic significance of 0.00000 is less than the level of significance of 0.05.On the strength of this decision, it is evident from the same table that board independence is insignificantly positively correlated with earnings management. Apart from the fact the results do not conform to an apriori negative relationship, this relationship is also not statistically significant at the 5% level of significance. This demonstrates that board independence, as it were, may not help to reduce the incidences of earnings management. This is contrary to the earlier findings of Uwuigbe, Peter & Oyeniyi (2014) where it was found to reduce earnings management.
The control variables of leverage and size are negatively correlated with earnings management. While the former is not statistically significant, the latter is very significant at the 5% level. This suggests that the more geared a company is, the more external pressure the lenders can mount on the company, and consequently the lower will be the incidences of earnings management. The r-square statistic shows that board independence, together with the control variables of leverage and size, explained about 62% of the variation noted in earnings management, while the probability value of the F-statistic reveals that, overall, the model is fit.
Hypothesis two: Board size is not significantly related to the level of earnings management.
As shown in Table 2 below, we reject the randomeffect and uphold the fixed-effect approach. This decision is predicated on the fact that the asymptotic significance of 0.00000 is less than the level of significance of 0.05. The result also shows that board size is insignificantly positively correlated with earnings management. Although these results do not conform to an apriori negative relationship, this demonstrates that board size may not help reduce the incidences of earnings management in line with board independence. This tallies with Rahman and Ali (2006), who claimed that board size is positively related to earnings management but contrary to Dabor & Ibadin (2013) that found board size negatively with earnings management.
Leverage and size effects are negatively correlated with earnings management. While the former is not statistically significant, the latter is very significant.
The r-square statistic shows that 62% of explained variation noted in earning's management is due to the board independence and the control variables. The F-statistic reveals that the model has a good fit.
Hypothesis three:
Audit committee independence is not significantly related to the level of earnings management.
As shown in Table 3 , the fixed-effect approach is upheld while the random-effect is rejected. This decision is based on the fact that the asymptotic significance of 0.00000 is less than the level of significance of 0.05. Consequently, it can be inferred that audit committee independence is insignificantly positively correlated with earnings management. However, these results do not conform to an apriori negative relationship and it is not statistically significant. The practical inference is that audit committee independence does not significantly help lessen earnings management.
Leverage and size are both negatively correlated with earnings management. Though the former is not statistically significant, the latter is very significant showing that the more geared a company is, the more external pressure the lenders can mount on the company, and consequentlythe lower will be the incidences of earnings management. The rsquare statistic shows that 62% of variation that can be explained in earnings management is due audit committee independence and control variables. The F-statistic reveals thatthe overall the model has a good fit.
Hypothesis four:
Audit committee size is not significantly related to the level of earnings management. Table 4 reveals that the fixed-effect approach to panel-data analysis is appropriate compared to the random-effect approach. This is due to the fact that the asymptotic significance of 0.00000 is less than the level of significance of 0.05. On the strength of this decision, audit committee size is insignificantly positively correlated with earnings management. These results do not conform to an a priori negative relationship though not statistically significant. This shows that audit committee size may not help reduce the incidences of earnings management. This is contrary to the findings of Dabor This result suggests that the more geared a company is, the more external pressure the lenders can mount on the company, and consequently the lower will be the incidences of earnings management. The rsquare statistic shows that audit committee sizetogether with the control variables of leverage and size explained about 62% of the variation noted in earnings management. On overall with the probability value as the F-statistic reveals, the model has a good fit.
Findings in
Hypothesis five:
Ownership structure is not significantly related to the level of earnings management.
The results in Table 5 demonstrate clearly that the fixed-effect approach to panel-data analysis is appropriate, compared to the random-effect approach. This decision is predicated on the fact that the asymptotic significance of 0.00000 is less than the level of significance of 0.05. On this decision, it is evident that ownership concentration is significantly positively correlated with earnings management at the 10% level of significance showing that the more disperse the ownership structure of a company, the greater is the tendency by management to indulge in earnings management. This finding therefore supports the argument infavour of concentrated ownership structure, if earnings management is to be effectively addressed.
Result suggests that the more geared a company is, the more external pressure the lenders can mount on the company, and consequently the lower will be the incidences of earnings management. The r-square statistic shows that ownership concentration together with the control variables of leverage and size, explained about 63% of the variation noted in earnings management, while the probability value of the F-statistic reveals that on overall, the model has a good fit.
Hypothesis six. Audit quality is not significantly related to the level of earnings management.
Results in Table 6 reveal that audit quality is positively correlated with earnings management though not statistically significant. This shows that the higher the quality of a company's audit, the greater is the tendency by management to indulge in earnings management. This finding therefore raises a fundamental question on the quality of the audit in the selected companies, as, expectedly, higher audit quality should help mitigate the earnings management proclivities of management.
The impact of the control variables of leverage and size does not bear the same pattern as other hypotheses. While others are negatively correlated, here it is positively correlated with earnings management. While the former is not statistically significant, the latter is very significant. This suggests that the more geared a company is, the more external pressure the lenders can mount on the company, and, consequently, the higher will be the incidences of earnings management. This runs contrary to the expected relationship. The r-square statistic shows that audit quality, together with the control variables of leverage and size, explained about 17% of the variation noted in earnings management, while the probability value of theF-statistic reveals that on overall shows that the model is fit. Table 7 revealed that that board independence is insignificantly positively correlated with earnings management. Apart from that the fact results do not conform to an a priori negative relationship. This demonstrates that board independence may not help reduce the incidences of earnings management. Also, board size is noted to be insignificantly negatively correlated with earnings management. This means that board size can help reduce the incidences of earnings management.
Combined model. The results in
Audit committee independence is insignificantly positively correlated with earnings management.
However, these results do not conform to an a priori negative relationship and it is also not statistically significant. The practical inference is that audit committee independence may not significantly impact on earnings management. Similar inferences can be made of audit committee size.
Furthermore, ownership concentration is insig nificantly negatively correlated with earnings management. This shows that the more disperse the ownership structure of a company, the lesser is the tendency by management to indulge in earnings management. This finding, therefore, supports the argument in favor of dispersed ownership structure if earnings management is to be effectively addressed. Audit quality, contrarily, is positively correlated with earnings management, but this relationship is also not statistically significant. This shows that the higher the quality of a company's audit, the greater is the tendency by management to indulge in earnings management. This finding therefore raises a fundamental question on the quality of the audit in the selected companies, as, expectedly, higher audit quality should help mitigate the earnings management proclivities of management. Examples were Societe Generale and Oceanic banks that folded up even though they were audited by firms among the Big4 audit firms in Nigeria.
The impacts of the control variables of leverage and firm size do bear the same pattern as other hypotheses. When combined with all the corporate governance variables in this study, they are both positively correlated with earnings management. While leverage is not statistically significant, the firm size is very significant. This suggests that the more geared a company is, the more likely external pressure the lenders can mount on the company, and, consequently, the higher will be the incidences of earnings management. Also, the bigger the size of the company, the greater the likelihood that management will manipulate earnings. This runs contrary to the expected relationship. The study findings inspire further research on the impacts of corporate governance characteristics on earnings management in unlisted firms in Nigeria -as this will reveal activities and practices prevailing in that area.
Conclusion and recommendations
This study examined the effects of corporate governance indicators on earnings management in selected listed companies on the Nigerian stock exchange. Some findings need further investigation; for instance, audit quality ought to minimise earnings management but it is not the case here, that is firms audited by the big 4 audit firms equally were prone to earnings management. The question that readily comes to mind is, could it be said that the impact of the big four auditing firms on the analysed companies has not been seen as anticipated? If this is true, where lays these auditing firms uniqueness? This study also has some limitations. It dealt with only selected listed firms from two core areas of the economymanufacturing and banking. Non-consideration of the reports of other listed companies and even unlisted companies present a limitation. Restricting the research to these selected firms excludes a significant portion of the productive sectors of the economy. Scoring the indicators of corporate governance as presented in this study is also contestable.
It is therefore recommended that investors should focus more on companies with lower debt-toequity ratios in their financial reports. Regulatory bodies such as the Security and Exchange Commission (SEC), Nigeria Stock Exchange (NSE), the Central Bank of Nigeria (CBN) and the Financial Reporting Standards Council should evolve modalities for enforcement of corporate governance codes in Nigerian corporate establishhments. These regulatory bodies should continually exercise supervisory roles over the firms consistently to ensure compliance. Equally, the Nigerian government should pass laws that will mandate compliance with corporate governance practices -and violators should be made to pay material fines for non-compliance.
Reform efforts are urgently needed both from the government and regulatory bodies that will make corporate governance compliance mandatory and not optional. It is even necessary that corporate governance should be extended to the small and medium scale enterprises as this will enhance their performance and contribute to the national economic growth. Corporate governance is as important for small companies as for larger ones. These findings encourage further examination of the nature and impact of corporate governance on the management of earnings in the unquoted companies in Nigeria. Source: Author's computation.
